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ECUADOR 
SUMMARY 


Following a 7.7% growth of Ecuador's Gross Domestic Product 
(GDP) in 1977, the GDP in 1978 should increase a still- 
Significant 5.5%, with the second-half of 1978 results less 
favorable than the first-half largely due to the disruption 
usually accompanying a changeover of governments. A recovery 

in the all-important petroleum sector will lead the overall 
growth of the economy. The Government of Ecuador (GOE) effected 
in May some changes to the Hydrocarbons Law intended to attract 
new foreign investors. Total exports (licenses granted) maintained 
a fairly impressive growth of 10% during the first-half of 1978, 
while total imports (same basis) were up by some 13% (a considerably 
decelerated rate from that of 1977). Thus far in 1978, Ecuador 
is competing with Argentina to be the fifth largest market in 
Latin America for U.S. exports. The balance-of-trade surplus 
registered in 1977 will probably narrow in 1978. Preliminary 
indications for the overall balance of payments are for a small 
deficit, if any. An objective of the GOE for 1978 will be to 
reduce the level of new foreign borrowing, despite the purchase 
of new military arms. The GOE also hopes to hold the fiscal 
deficit to levels below previous years. Monetary authorities 
are continuing their policies of tight money supply and credit 
in order to alleviate pressures on prices and the balance of 
payments. Presidential elections were held on July 16, anda 
run-off is to be held between the top two finishers, possibly in 
October. The prospective candidates appear to be favorably 
disposed towards continuing Ecuador's hospitable policies for 
the private sector and foreign investment. The advent of a new 
government is expected to give new impetus to many public-sector 
projects, further widening the already-lively market for U.S. 
goods and services. On the other hand, if the electoral process 
is impeded and fails to bring about the expected constitutional 
government, the uncertainty and turbulence created by these events 
could adversely affect the prospects for trade and investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Development 


Ecuador's GDP for 1978 will grow by about 5.5%; under 1977's 
level of 7.7%, but still impressive. After some sluggishness 
in the early part of the year, the crucial petroleum sector 
has come on strong in recent months, and will contribute both 





directly to an overall growth of the economy and indirectly 

to the stimulation of many public-sector activities. Counter- 
ing this stimulation, however, will be the increasing emphasis 
of the GOE on holding down fiscal expenditures in order to 
avoid overly burdensome deficit-financing and foreign borrow- 
ings (see below). Also, all other leading sectors are 
expected to grow more slowly this year than last--namely, 
manufacturing (accounting for nearly 17% of total GDP), 

trade (about 13%), construction (over 6%), and the still- 
dominant agricultural sector (over 20%). Agriculture's modest 
growth in 1978 will be attributable mainly to livestock, 
forestry and fishing, which are included in that sector, and 
which are expected to make up for rather static crop produc- 
tion. 


Petroleum Sector 


Ecuador, the smallest producer in OPEC, first exported 
petroleum in 1972. Despite the relative insignificance of 
Ecuador's petroleum on the world market, it dominates economic 
activity in Ecuador, accounting in 1977 for a large percentage 
of Ecuador's GDP (over 10 %), export earnings (46.2%--including 
direct and barter sales of petroleum), Central Government 
revenues (29.4%), and total foreign investment. 


Around April of this year CEPE (the State Petroleum Corporation) 
became increasingly flexible in lowering its export sales 

price, and it actively sought out new markets for long-term 
purchasing agreements, to replace its dwindling traditional 
markets. CEPE was successful to such an extent that it 
currently has sold just about all of its exportable production 
for the remainder of 1978 and part of 1979. Average 1978 

daily production for the Texaco/CEPE Consortium through June 
was 191,900 barrels, with the June production figure the high- 
est monthly rate in years. 


The City Ecuatoriana Production Company (CEPCO--a subsidiary 

of City Investing), in association with CEPE, began in late 

June to produce about 8,000 bpd, marking the first production 

in the eastern jungle by any firm other than CEPE, Texaco, or 
the now-departed Gulf. Progress continues smoothly on the 
Texaco/GOE $31 million Exploration and Improved Recovery Program 
signed in December 1977, and the two parties remain on good 
terms. Before the end of the year, secondary recovery from 
existing fields, as well as the introduction of new fields, will 





increase production. For the rest of 1978, continued strong 
production is expected to raise average daily production 
well above 200,000 barrels for the year as a whole. 


With the volume of domestic consumption rising 17% annually 
in 1975-1977, spurred on by heavy GOE subsidization of 
derivatives' prices, Ecuador's continued ability to export 
petroleum beyond the mid-1980's mainly depends on stimulating 
new exploration over the near term. To attract new foreign 
oil firms, the GOE in May modified the Hydrocarbons Law to 
provide the basis for a new hydrocarbons operations contract 
whereby a firm will receive a certain percentage of the crude 
that it finds. Various firms have shown preliminary interest 
in coming to Ecuador, but none have concluded definite 
contractual arrangements. 


The state oil refinery at Esmeraldas, although operating at 
limited capacity since its start-up last year (due to an 
inadequate distribution system), is covering a large part of 
domestic needs for refined products, and has converted Ecuador 
into an exporter of refined products. Such exports in 1978 
through June totalled $37 million. 


The lengthy stalemate between the U.S. firm Northwest, which 
holds the natural gas concession in the Gulf of Guayaquil, and 
the GOE continues, as a mutually-acceptable and economically- 
feasible use of the gas has not yet been determined. Almost 
all exploration has been halted for some time. 


BEICIP, a French firm, in consortium with the Ecuadorean company 
Proconsult, is expected to complete by 1979 the feasibility 
study of the proposed mixed-enterprise petrochemical complex, 
potentially the largest project ever undertaken in Ecuador. 


Balance of Trade and Payments 


Trade data on an actual basis are not yet available for 1978, 
but Central Bank data showing import and export licenses granted 
provide a useful indication of the general trends. 


Total export licenses granted (f.o.b) for 1978 through June 
equalled $674 million, 10% above the comparable period of 1977. 
Coffee exports for the first half of 1978 totalled $116 million, 
far above the $69 million level for the first half of 1977. 

This large hike represents greater production as well as an 
improved average price. Other exports with large growth include 





processed cocoa, refined petroleum products, and seafoods 
(raw and processed). Sugar (which has disappeared as an 
export crop in 1978), raw cocoa, and crude petroleum exports 
(direct sales) are down for 1978. The decline in raw cocoa 
exports may be attributed to the deliberate GOE policy of 
exporting mainly processed cocoa. The decline of crude 
petroleum exports is due to a greater diversion of crude for 
refining, as well as the marketing problems in early 1978. 
As noted previously, however, crude petroleum exports for 
all of 1978 will easily outpace 1977's level. 


Import licenses granted (f.o0.b.) for 1978 through June 
totalled $670 million, 12.8% above the comparable period in 
1977. This marks a notable deceleration from the 1977 trend, 
when import licenses granted increased by nearly 50%over the 
previous year. Brakes on imports in 1978 include the lessened 
growth of the economy, tighter curbs placed on the importation 
of motor vehicles during the first half of 1978, the GOE's 
clamps on the growth of the money supply, and the GOE's 
greater restraint also in new external borrowings and in 
fiscal expenditures. 


The U.S., one of the few countries with which Ecuador enjoys 

a sizeable trade surplus, remains Ecuador's major trading 
partner in both directions. For 1978 through March, Ecuador 
exported goods worth $198 million to the U.S. (up 27% over 

the comparable 1977 period), while the U.S. exported items to 
Ecuador valued at $154 million (a 55% surge over the comparable 
1977 period). Ecuador thus ranked nearly fifth as a market 

for U.S. exports among the Hemisphere's countries excluding 
Canada. 


Ever since the start of petroleum exports, Ecuador has had a 
balance-of-trade surplus (on an f.o.b. basis for both exports 
and imports) every year, although the 1977 surplus narrowed 
considerably to $82 million. For 1978, the balance of trade 
will evidently narrow even more, perhaps reaching equilibrium. 


Historically, Ecuador attains a net outflow in its current- 
account balance, while achieving a net inflow in its capital 
account. Preliminary indications for the 1978 balance of 
payments result point to a continuation of this norm, with 

the net balance projected at near equilibrium, possibly slightly 
in deficit. The fall-off from the 1977 balance-of-payments 
surplus of $119 million will be due mainly to the narrowing 

of the trade surplus and less borrowing of foreign capital, 
especially short-term, as well as a willingness to draw if 





necessary on the $570 million in net international reserves 
held in the Central Bank at the end of 1977 (equal to about 
five months of imports). One improvement in 1978 for the 
capital account should be an inflow of capital for direct 
foreign investment, in contrast with 1977's outflow (due to 
Gulf's departure). 


In 1976, Ecuador had an exceptionally low (in Latin America) 
debt service ratio (servicing on public external debt as a 
percentage of annual export earnings of merchandise and non- 
factor services) of 6.8%, providing Ecuador ample capacity to 
borrow from abroad for infrastructure projects needed to 
further fuel the economy. Starting from a relatively modest 
external public debt of $536 million at the end of 1976 (most 
of which was long-term), Ecuador during 1977 contracted heavy 
new foreign loans--$769 million in the public sector alone-- 
for a net external public debt balance of $859 million at the 
end of 1977. The large majority of the borrowing during 1977 
was for a term of five years or more, a helpful factor in 
Ecuador's scheduling of repayments. Even with the large 
borrowings in 1977, Ecuador's debt service ratio by the end of 
1977 was a still-manageable 10.9%. 


A Monetary Board resolution of September 1977 forbidding public 
entities to contract foreign financing for the internally- 
procured components of any project has helped to slow down the 
incurrence of foreign indebtedness. At the end of 1977, the 
Central Bank estimated Ecuador's capacity for new net 

external indebtedness during 1978 at $380 million, and the 

GOE seems to have set that as its goal (excluding loans 
contracted in 1978 to refinance short-term loans taken out in 
1977). New arms purchases in 1978 may make the attainment of 
the goal difficult. The debt service ratio is preliminarily 
projected to stand at about 13.5% by the end of 1978. 


The country's short-term financial position remains strong, 
with Central Bank net international reserves at the end of 
June 1978 equal to $567 million, only slightly below the end- 
of-1977 figure. Another factor favoring Ecuador's position is 
the possibility for the GOE taking advantage of currently 
favorable conditions on the international money markets by 
borrowing to refinance a large proportion of total external 
public debt at longer maturities and at lower interest rates. 
If such new loans are arranged, the country's debt-servicing 
position will be appreciably improved. Over the long run, 
Ecuador's financial soundness will depend on whether the 
country uses its foreign borrowings for productive works with 





relatively short start-up times, and whether petroleum explora- 
tion and production increase enough to provide the means for 
repaying foreign loans. 


Fiscal Performance 


Over the past few years, the GOE has tended to make use of 
deficit financing. The GOE fiscal performance is complex 
due to the large number of autonomous agencies, the wide- 
spread use of ear-marked funds for the financing of agencies 
both within and outside the Central Government Budget, the 
large number of national funds and state enterprises which, 
although under the control of various ministries, do not 
appear in the Central Budget, and the large number of special 
accounts separate from the budgets maintained by various 
ministries. Such a complicated system makes fiscal control 
by the GOE authorities difficult. 


The Central Government revenues and expenditures listed in the 
table of economic indicators include the Central Budget, the 
National Development Fund (FONADE), and the National Participa- 
tion Fund (FONAPAR). Generally the Budget serves to cover 
current administration expenses, while FONADE and FONAPAR 
channel capital resources to the rest of the public sector. 
Rapid increase of 24% and 26%, respectively, for 1976 and 1977 
Central Government expenditures went to infrastructure works 
and military outlays. 


At the beginning of 1978, the GOE announced that the Central 
Budget would be in deficit by $85.3 million for the year. 
Generally, however, actual deficits are higher than the budgeted 
objective. Finance Minister Juan Reyna recently projected the 
1978 Budget deficit at $100 million. 


Money Supply, Credit Availability, Inflation, and Exchange Rate 


The GOE monetary authorities may be described as activists. 
Since 1977, they have attempted to limit the rate of growth of 
money supply, and of certain credit flows, in order to ease 
pressures on prices and the balance of payments. Money supply 
in 1977 grew by 22%, compared with 1976's 38% level. Through 
June 9, 1978, the money supply increased by 15.2% over the 
previous 12-month period. Two instruments utilized by the 
Central Bank in 1978 to absorb excess liquidity were bankers 
acceptances and stabilization bonds. Central Bank credit, which 
grew by 8.5% in 1977, rose by 8.8% through June of 1978 over 

the previous 12-month period. Other GOE policies to hold down 
the rate of inflation include firm opposition to wage increases, 
and price controls on a number of key staples. Nonetheless, 

the general rate of inflation on an annual basis through June 





1978 equalled 14.7%, as against 1977's 12.3%. This accelera- 
tion of inflation may be attributed to time lags in the effects 
of tightened money supply and credit, the increased cost of 
public services, growing food costs and some higher minimum 
salary rates in selected areas. The monetary authorities are 
hopeful that the rate later in 1978 will decline somewhat as 
tighter money and credit take effect. In any case, a 14.7% 
inflation rate compares favorably with that of most other Latin 
American countries. 


The Central Bank General Manager recently stated that the main 
objectives of the Bank in 1978 are to develop the agriculture 
sector and to stimulate exports. A new Bank fund was recently 
created to extend credits to marginal farmers, and measures 

have been passed to channel a greater distribution of credit 
resources to regions outside of the major metropolitan areas of 
Quito and Guayaquil. The Central Bank also is extending special 
export bonds to finance investments for exportable goods over 
the medium to long term. Currently a shortage of such credits 
exists. 


The official rate of exchange has remained at 25 sucres for 

1 dollar since the last devaluation in 1970. Classified by the 
IMF as a hard currency, the sucre is one of the strongest in 
Latin America. 


Ecuador has had a dual exchange market since November 1971. The 
official exchange market, accounting for about two-thirds of 

all international financial transactions, is used mainly for 
trade. A legal free market handles transactions for invisibles 
and capital movements. Unlike many Latin American nations, 
free-market monetary exchange in either direction remains 
unrestricted. In the past, the Central Bank has intervened in 
the free market to bolster the sucre if the exchange rate to buy 
one U.S. dollar has risen above 28 sucres; throughout the first 
half of 1978, the rate remained steady at about 26.5, but in 
recent weeks has approached 28. Presumably the Central Bank 
stands ready if necessary to sell appreciable quantities of 
dollars on the free market. 


Income Distribution, Wages and Employment 


Rises in the cost of living over the past two-and-a-half years 
have outpaced wage increases in the public and private sectors. 
The general minimum wage level, last raised in January 1976, is 
about $60/month. Such mandatory fringe benefits as social 
security, profit-sharing, and end-of-year bonuses raise the 
real wage rate to about 60% more than the nominal rate. Labor 
union members account for only about 10% of a total labor 
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force of approximately 2.4 million. Hard figures on unemployment and 
underemployment are not readily available, but presumably both are 


high. 


Infrastructure Opportunities 


A large number of infrastructure Ero2ggt are in the planning stage 
(see Quito A-08 of February 18, 1978)-/, including roads, dams a 

truck assembly plant, a passenger-vehicle assembly plant, the large 
petrochemical complex mentioned previously, and electricity-generating 


projects. 


Apparently the lame-duck status of the military regime will tend to 
postpone further development of projects not already well underway 
until a new civilian administration can assume power. Presumably a 
civilian regime will need some time to set its priorities before going 
full-steam ahead on many projects. 


IMPLICATIONS FOR THE UNITED STATES 


Political Changes 


Presidential elections were held on July 16, 1978, in preparation for 
the military to turn the Government over to civilians. Jaime Roldos, 
the candidate for the Concentration of Popular Forces Party, obtained 
a plurality, not the absolute majority needed, with second place 
apparently won by Sixto Duran-Ballen of the National Constitutionalist 
Front, although Raul Clemente Huerta of the Liberal Party is still 
vying for the second spot as final results are tabulated and certified. 
A run-off between the top two finishers is to be held within 30 days 
after the election results are certified. Barring delays, present 
projections are that a new election may be held in late October, with 
the inauguration of a new civilian regime in December or January. In 
any case, all three candidates are favorably disposed towards the 
private sector and foreign investment. On the other hand, if the 
electoral process is impeded and fails to bring about the expected 
constitutional government, the uncertainty and turbulence created by 
these events could adversely affect the prospects for trade and 
investment. 


U.S. Trade 


Some GOE authorities have proposed skewing trade policies to favor 
those countries (such as the U.S.) in which there is a surplus in 
Ecuador*s favor, while limiting imports from those countries (including 
Japan and Europe) that buy from Ecuador only a fraction of the value 
they sell to Ecuador. 


American products are prized in the local market for their quality, 
durability, rapid delivery, good follow-up servicing, and easy 


1/ Reports available from National Technical Informational Service (NTIS), 
U.S. Department of Commerce, Springfield, Va. 22151., Tel: (703) 
557-4600. Please mention order number. 

DIB 78-04-016 Major Project Opportunities in Ecuador (Quito A-08) $6.00 
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accessibility to spare parts. Strong opportunities abound for U.S. 
sales of materials, equipment and consulting/supervising services. 
Competition from European and Japanese suppliers remains high, 
however, and the U.S. firms will generally have to be prepared to 
meet it. 


U.S. Investment 


U.S. firms should continue to find it worthwhile to explore the 
generally favorable investment opportunities in Ecuador. The GOE 
welcomes foreign private investment in all but a few sectors of the 
economy. In recent years, the GOE has effected substantial measures 
to attract more foreign investment, and to simplify investment pro- 
cedures. A more detailed analysis of the investment climate may be 
found in Quito A-04 of January 20, 1978.2. 


2/ Reports available from National Technical Informational Service (NTIS), 
~ U.S. Department of Commerce, Springfield, Va. 22151, Tel: (703) 
557-4600. Please mention order number. 
DIB 78-03-021 Investment Climate - Eucador (Quito A-04) $4.00 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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